This study analyses the largest banking merger in the Middle East: Emirates Bank International merged with National Bank of Dubai to form the Emirates NBD. The study examines the effect of the merger on the wealth of shareholders and on the operating performance of Emirates NBD. The result shows that during the year surrounding the post-merger period, stock prices increased thereby enhancing the shareholders wealth and the operating performances also improved after the merger.
Introduction
Consolidation of business entities is a world-wide phenomenon. One of the tools for consolidation is mergers and acquisitions. For any firm with the objective of stockholder wealth maximization, the appropriate test of a successful merger is the effect of merger on its stock prices. In an efficient capital market, investor's expectations of the merger's future benefit should be fully reflected in stock prices by the merger date. Whereas, if the capital markets are semi strong efficient, then the value of future benefits should be fully reflected by the first public announcement of the merger and should certainly be fully reflected by somewhat later merger date. The increase in the equity value of the acquiring firm in the wake of a successful merger is a compelling evidence for the synergy theory of mergers. M&A results in the achievement of cost based and revenue based synergies. The cost based synergy is achieved by reducing the costs incurred by combining similar assets in the merged businesses. Revenue based synergy can be exploited if merging businesses develop new competencies that allow them to command a price premium through higher innovation capabilities or to boost sales volume through increased market coverage both geographically and by product line extension.
Objective of the study
In the theoretical context, a merger has to lead to synergistic benefits of cost and revenue. This study was carried out to investigate whether the EBI-NBD merger has yielded fruitful results with respect to economic value addition and enhancement of shareholder wealth. The analysis was done with respect to both the share price and operating performance. 
M and

GCC Banking Sector
The GCC (Gulf Cooperation Council) banking sector recorded an improved performance in 2012 and 2013. Most banks have booked higher profits in 2013, driven by increased loan asset growth, wider interest margins, greater fee and commission income and lower loan loss provisioning charges. 
Highlights of the Merger
The merger was announced on March 6, 2007. The Emirates NBD, merger between Emirates Bank International (EBI) and the National Bank of Dubai (NBD), became a regional consolidation blueprint for the banking and finance sector as it combined the second and fourth largest banks in the United Arab
Emirates (UAE) to form a banking champion capable of delivering enhanced value across corporate, retail, private, Islamic and investment banking throughout the region. This merger was in tune with the high levels of growth achieved by the banking industry over the past few years on the back of the booming UAE and regional economies. During the period of pre-merger three years, the UAE GDP grew at an average rate of 20 per cent. In 2007 the total assets of UAE banks grew by 45 per cent to US $337 billion. The value of deposits grew by 35 per cent to US $204 billion.
The merger resulted in the union of two powerful legacies which was aimed to become a leading regional financial institution with an increasing international presence. The merger was aimed to leverage financial strength, scale and market positioning to capture domestic and regional opportunities. The merger facilitated the partnership for wholesale, retail, investment, treasury and Islamic banking clients. The total income of the two banks reached AED 7.1 billion, an increase of 50 per cent year on year. The group became a major player in the corporate banking arena with a joint market share of almost a fifth of corporate loans. This strategic merger was meant to create a bank with scale, financial strength and service quality standards to compete effectively in a dynamic market.
The merger created the largest UAE bank by assets and market capitalization, significantly enhanced competitiveness by strategically positioning to capture high growth potential of domestic and regional markets. It became corporate and retail banking powerhouse with highly diversified business mix and largest distribution network in the UAE.
Superior Value Creation Potential
Expected significant cost and revenue synergies driving value creation: 
Financial Highlights
The significance of the merger of Emirates Bank International (EBI) and National Bank of Dubai (NBD) was reflected in the strong pro forma results of Emirates NBD. The total income reached AED7.1 billion on a pro forma basis.
The primary drivers for the increase in total income were robust growth in customer assets supported by a rise in customer deposits across both the retail and wholesale businesses. The group continued to maintain a healthy mix of funded and non-funded income. The growth in income was supported by a steady increase in fee based product revenue.
The operating cost for Emirates NBD was AED 2.7 billion on a pro forma basis, an increase of 51 per cent over 2006. The increase in costs was driven by continued investments in expanding distribution and product capabilities, building robust infrastructure and developing strong governance capabilities. 
Business Highlights
Emirates NBD's wholesale banking's net income (excluding IPO business) 
Consumer Banking and Wealth Management
As a result of the merger, the Group's distribution network became the largest 
Investment Banking
NBD Investment Bank provides integrated investment banking, financial markets and private equity solutions and serves the needs of corporations, governments, institutional and high net worth clients across the GCC and wider MENA region.
Group Treasury and Markets
In 2007 
Information Technology and Operations
A number of major system initiatives were implemented in the year 2007 including core banking system replacement, the adaptation of an ERP system for EHR and Enterprise Financial Management and the implementation of a state of the art treasury system which enables integrated processing of the front, middle and back offices. A new consumer finance system that processes the complete life cycle of loans was implemented in the year 2007.
The integration of the combined banks Group, ATMs and Smart Deposit Machines (SDMs) were completed by 2008 which rose to more than 650 across UAE making it the biggest network in the country. Mobile and online banking has also been fully integrated with enhanced functionalities and 13
payment partners available to all of the bank's customers.
The Key Terms of the Merger
The creation of Emirates NBD was by the merger of common ownership of EBI and NBD. The salient features of the consideration were 1) Exchange ratio of 0.95 Emirates NBD shares for every NBD share. 2) Exchange ratio of 1
Emirates NBD for every EBI share.
As on July 01 2007, the implied share price for NBD was AED 8.84. The implied share price for EBI was AED 9.30.The implied total consideration was AED 13.75 billion. 1 The offer price represented 14 per cent premium to the prices on the day prior to announcement.
Synergies Expected from the Merger Revenue Synergies
In the corporate banking, the cross selling of new product capabilities is expected to result in revenue synergy through increase in fee income. In the retail banking sector, the focus will be on incremental revenue generated through market share/pricing advantages and the leveraging of the largest distribution network in the UAE. In the Investment banking sector, expansion of client base and cross selling of new product capabilities is expected to lead to revenue synergies. Revenue synergies also result from improved cost of funding due to a stronger capital base and improved sales due to integrated broader offering. 
Literature Review
Two main research approaches explain Mergers and Acquisition profitability.
The event studies examine the abnormal returns to shareholders in the period surrounding the announcement of a merger or acquisition. The accounting studies examine the reported financial results of acquirers before and after the acquisitions to see how the financial performance changes. It is a wellestablished fact that target shareholders gain when a merger, acquisition or tender offer is announced.
Stock Market Studies
Most of the broad based risk adjusted studies on mergers like those of Mandelker (1974) and Langeteig (1978) have shown that the stockholders of acquiring firms either gain a small, statistically insignificant amount or as in the study by Dodd(1980) Palepu (1985) finds that there is no significant cross-sectional difference between the profitability of firms with predominantly related and unrelated diversification; and profitability of firms with high and low total diversification. Moreover, the study finds that the superior profitability growth of related diversifiers is significantly greater than that of unrelated diversifiers. Herman and Lowenstein (1988) between the abnormal revaluation of the firms involved around the merger and changes in operating performance observed. The study by Healy et al (1997) found that strategic takeovers which are generally friendly transactions involving stock and firms in overlapping business are more profitable than financial deals which are usually hostile transactions involving cash and firms in unrelated business. The results of this study also showed that the acquiring companies did not generate any additional cash flows beyond those needed to recover the premium paid. Ghosh (2001) compares the post and pre acquisition performance of merging firms relative to matched firms to determine whether operating cash flow performance improves following acquisition. The result found no evidence of improvement of operating performance following acquisitions.
Operating Performance Studies
Methodology
Stock Price Analysis
The studies of abnormal returns provide a basis for examining the issue of whether or not value is enhanced by mergers. The study analyses the share price performance using market adjusted method.
The market's reaction to a merger bid is measured using daily stock return data to compute excess stockholder returns. These excess returns are a measure of the stockholder's return from the new information which becomes available to market. The daily excess return for the security is estimated by XRt =Rt -E( Rt ) Where t = day relative to an event. XRt = Excess return on the security for day t. Rt = Actual Return on the security for day t. E ( Rt) = Expected rate of return on the security for day t. The excess return for a time window period is cumulated to get the Cumulative Abnormal Return (CAR).
The choice of the benchmark is probably the most important factor in making accurate measurement of a merger's impact.
The expected rate of return on the security is found out using the Market Return Adjusted Method.
The predicted return for a firm for a day in the event period is just the return on the market index. The market index used in the study is DFM index.
Where Rt is the expected return. Rmt is the market index return. The merger date used was the announcement date. The day of announcement of the merger is titled t=0, the days before as -1, -2 etc. and the post-merger days as +1, +2
etc.
Operating Performance Analysis
Model for Analysis of Operating Performance:
Total Operating cash flow return on assets is defined as profit before depreciation, interest and taxes divided by the book value of assets. 
Cumulative Share Price Returns for NBD
Cumulative share price returns -NBD movement in the cumulative share price returns after day -22 of the merger announcement period followed by volatility in the share price returns and finally a drastic downfall in the price movement after +13 day of announcement. The analysis documents a return of 7.48 per cent for Emirates Bank
International in the day immediately after the announcement of merger. The share price returns were negative during both -1 and the day of announcement.
During the time window period of -5 to +5 days, only the +1 and +5 day surrounding the announcement period documented positive share price returns. of -2 to +2 and 3 day period of -1 to + 1, the share price returns are positive.
All other time window period registered negative returns with 41 day and 21 day period having negative returns of approximately 39 per cent and 34 per cent respectively. For the eighty one day period (-40 to + 40), the cumulative return was negative 23.57 per cent.
It can be stated that the cumulative share price returns were positive for NBD in different time window periods, except the window period -20 to + 20. In comparison, EBI's share price returns were highly negative in larger window periods. 2 The time window period for the abnormal or excess return takes the lower limit of time period as t=1(day after the announcement period of merger) due to non availability of DFM index values. The data values were available only from the last day of the first week of March 2007.
Abnormal Return (Excess return) and Cumulative Abnormal Return Analysis 2
The excess return or abnormal analysis for NBD reveals that on the day after the merger announcement, NBD had an abnormal return of 3.89 per cent. The highest abnormal return was observed on the 9 th day after merger announcement (9.05%). Negative abnormal returns were observed during the + 3 and +8 day of announcement. The excess return analysis for EBI reveals an excess return of 6.6 per cent compared to the market index DFM during the day immediately after the merger announcement. The analysis also documents an excess return of 5.9%
and 7.3% during the +2 and + 3 day of announcement. Double digit return was observed during the +4 to + 7 day of event announcement. Negative excess return was observed in the following days up to the 10 th day of merger announcement. The CAR analysis suggests that Emirates Bank International has positive cumulative abnormal returns during the shorter time window period compared to the negative returns in the longer period of analysis. The study documents a CAR of 5.9 per cent during a-two-day period after the merger announcement.
During the 6 day period of +1 to +5, the study observes a positive CAR of 13.15 per cent. 
CAR for EBI
Operating Performance Analysis and Interpretation
Conclusion
The synergistic benefits of merger would be realized if the merger would lead to stock holder wealth enhancement and improvement in operating 
